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Summary 



Mercosur, consisting of Argentina, Brazil, Paraguay, and Uruguay, is the third 
largest preferential trading group in the world. Since its inception in 1991, Mercosur has 
made considerable progress in integrating the economies of its members. The integration 
--- an almost complete free trade area and a partial customs union— has been 
accompanied by a significant increase in U.S. exports and investment to the region. In 
general, the United States has viewed the evolution of Mercosur as being supportive of 
its political interests as well, although Mercosur is seen as favoring a slower approach 
to hemispheric economic integration. In the future, Mercosur faces challenges affecting 
the size of its membership, the depth of its integration, and the strength of its institutions. 



Formation 

Mercosur, the Spanish acronym for the Common Market of the South, was created 
in 1991 by the Treaty of Asuncion. Consisting of Argentina, Brazil, Paraguay, and 
Uruguay, Mercosur has a combined GDP of $1.2 billion and a population of 208 million 
in 1997. It is the third largest preferential trade grouping in the world (after the European 
Union and NAFTA). 1 Brazil and Argentina are the dominant members of Mercosur. 
Together these two countries account for 97% of Mercosur’s gross domestic product. 
Cooperation between these two historic rivals remains crucial to the continued viability of 
the trade grouping. 

The 1991 Treaty of Asuncion and its amendments, embodied in the 1994 Protocal of 
Ouro Preto, commits the members of Mercosur eventually to form a common market. In 
a common market, goods, services, capital, and labor are provided free movement among 
its members. A sequential process to establish a common market was envisioned, with a 



'Chile and Bolivia became associate members in 1996, adding another 21 million inhabitants 
and $84 billion (World Bank parity prices) to Mercosur’s total. 
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free trade area and a customs union to be achieved first. 2 To lay the foundation for the 
creation of a common market, the Treaty called for the coordination of labor, monetary, 
tax, research and development, and industrial policies. 

While Mercosur was created primarily for economic reasons, it clearly has a wider 
geo-political rationale as well. In drawing up their proposals for economic integration, 
Mercosur’s charter members underlined the importance of political stability and 
commitment to democratic principles. Subsequently, they all proceeded to sign a 
“democracy clause,” which ensures that only those governments that are democratically 
elected will be welcomed as members. 3 Mercosur was also envisioned as a mechanism to 
provide its members with more influence in the global trading system. In terms of trade 
relations, Mercosur negotiates in a united way as one single trading bloc. 

Status 

For the most part, Mercosur is a fully functioning free trade area. The vast majority 
of goods traded among its four members receive duty-free treatment. Mercosur is also 
close to becoming a full-fledged customs union, but the establishment of a common market 
remains a fairly distant aspiration. 

Mercosur has made steady progress toward becoming a free trade area. By January 
1, 1995, tariffs among the four countries were eliminated on 85% or approximately 9,000 
dutiable items. The remaining 15% included exceptions for sensitive products such as 
textiles, steel, and paper products. Special arrangements are also scheduled to remain in 
effect until the year 2000 for two protected sectors — automobiles and sugar. 

In moving towards a full-fledged customs union, Mercosur members began 
implementing a common external tariff (CET) on January 1, 1995. The CET, which is 
imposed on imports from nonmember countries, applies to 85% of all tariff items. The 
maximum tariff imposed is 20% ad valorem with various rates between 2% and 18% also 
in effect depending on the product. The average tariff rate is about 14% ad valorem. 

Computers, automobiles, and capital goods, which comprise 15% of the tariff items 
but a higher percentage of trade, will continue to be subject to national tariffs until the turn 
of the century. Capital goods will have a maximum CET of 14% effective from the year 
2001 for Brazil and Argentina, and computer equipment and telecommunications goods 
will have a maximum CET of 16% from 2006. In addition to these general exceptions, 
each country has at least 300 products on which the CET will not apply until the year 
2001 or 2006. 4 



2 A free trade area, such as NAFTA, e li minates tariffs on intra-group trade. A customs union 
entails free trade among its members and a common trade and tariff policy towards the rest of the 
world, but it does not involve the free movement of labor among member countries. 

3 Mercosur was widely credited with keeping Paraguay on a democratic path in 1996. When 
a rebellious general moved against President Juan Carlos Wasmosy, Mercosur foreign ministers 
traveled to Asuncion and made clear he would face diplomatic and economic isolation. 

4 The temporary exemption of products and sectors from the CET implies that major 
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